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New on Dialog 

New Chinese Patent Data in Derwent World Patents Index 

Effective November 1, 2007, English-language translations for Chinese Utility Model registrations are now 
available in Derwent World Patents Index First View on Dialog (File 331) and Derwent World Patents Index 
(DWPI) (File 350, 351,352), beginning with records published on October 3, 2007. 

All Chinese Utility Model registration records in Derwent World Patents Index First ViewSM feature: 

• Bibliographic fields including patent number, filing date, IPCs, inventor and assignee names 

• Patentee code 

• English translation of the author's title, abstract and first claim (all records are human translated) 
The Utility numbers will be formatted as follows: 

CN20NNNNNNNY 

20 = IP right (indicating a utility model) followed by 7-digit serial no. Utility Models have the status Y 



DialogLink 5 Release Notes 

New features available in the latest release of DialogLink 5 (August 2006) 

• Ability to resize images for easier incorporation into DialogLink Reports 

• New settings allow users to be prompted to save Dialog search sessions in the format of their choice (Microsoft Word, 

RTF, PDF, HTML, or TEXT) 

• Ability to set up Dialog Alerts by Chemical Structures and the addition of Index Chemicus as a structure searchable 

database 

• Support for connections to STN Germany and STN Japan services 
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*** ANNOUNCEMENTS *** 

NEW FILES RELEASED 

***BIOSIS Previews Archive (File 552) 
***BIOSIS Previews 1969-2007 (File 525) 
***Trademarkscan - South Korea (File 655) 

RESUMED UPDATING 

***File 141, Reader's Guide Abstracts 

-kieie 

RELOADS COMPLETED 
***Files 72 & 73, EMBASE 

***Files 340, 341 & 942, CLAIMS/U.S. Patents - 2006 reload now online 
NEWS 

Chemical Structure Searching now available in Prous Science Drug 
Data Report (F452), Prous Science Drugs of the Future (F453), 
IMS R&D Focus (F445/955), Pharmapro jects (F128/928), Beilstein 
Facts (F390), Derwent Chemistry Resource (F355) and Index Chemicus 
(File 302). 

*★* 

»>For the latest news about Dialog products, services, content«< 
»>and events, please visit What's New from Dialog at «< 
»>http:/ /www. dialog.com/whatsnew/. You can find news about«< 
»>a specific database by entering HELP NEWS <file number>.«< 
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* * * 

Connecting to Rob Pond - Dialog - 264751 
Connected to Dialog via SMS0030015282 
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(c) 1999 PR Newswire Association Inc. All rights reserved. 
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(c) 1999 The Gale Group. All rights reserved. 
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(c) 2007 San Jose Mercury News. All rights reserved. 
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(c)2007 The Gale Group. All rights reserved. 
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[File 35] Dissertation Abs Online 1861-2007/Oct 
(c) 2007 ProQuest Info«feLearning. All rights reserved. 

[File 583] Gale Group Globalbase(TM) 1986-2002/Dec 13 
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(c) 2007 European Patent Office. All rights reserved. 
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(c) 2007 WIPO/Thomson. All rights reserved. 
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(c) 2007 The Gale Group. All rights reserved. 
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(c) 2007 Denver Post. All rights reserved. 
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(c) 2007 The New York Times. All rights reserved. 
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(c) 2002 Phoenix Newspapers. All rights reserved. 
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[File 494] St LouisPost-Dispatch 1988-2007/Dec 28 
(c) 2007 St Louis Post-Dispatch. All rights reserved. 
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(c) 2007 Boston Globe. All rights reserved. 
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(c) 2007 Philadelphia Newspapers Inc. All rights reserved. 
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(c) 2007 Newsday Inc. All rights reserved. 
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(c) 2007 Chronicle Publ. Co. All rights reserved. 
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(c) 2007 Scripps Howard News. All rights reserved. 

[File 702] Miami Herald 1983-2007/Dec 21 

(c) 2007 The Miami Herald Publishing Co. All rights reserved. 
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(c) 2007 USA Today. All rights reserved. 
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**USE FORMAT 7 OR 9 FOR FULL TEXT** 

Snatching defeat from the jaws of victory 

Word Count: 5262 Length: 12 Pages 
Summer 1997 
Geographic Names: US 

Descriptors: Pricing policies; Decision making; Marketing management; Guidelines 
Classificatioii Codes: 9190 (CN=United States); 7000 (CN=Marketing); 2310 (CN=Planning); 9150 
(CN=Guidelines) 
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Survey of Global Custody (7): New challenge looms - Tracy Corrigan discusses derivatives 
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Title: A mean value position calculator unit for pulse-height analyzers 
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Document Type: Journal Paper (JP) 
Treatment: Practical (P) 
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Identifiers: pulse height analyzers; position calculator unit 
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File Segment: MI File 47 



»>W: "FREE" is not a valid format name in file(s): 347-349 

3/8/33 (Item 1 from file: 47) 

Gale Group Magazine DB(TM) 

(c) 2007 The Gale group. All rights reserved. 

05125430 Supplier Number: 20417668 (USE FORMAT 7 OR 9 FOR FULL TEXT ) 
Taking economics personally, (professor Steven E. Landsburg)(Intervlew) 

Feb , 1998 

Word Count: 473 Line Count: 00039 



Special Features: photograph; illustration 
Descriptors: Parents-Attitudes 
Named Persons: Landsburg, Steven E.--Works 
File Segment: MI File 47 



»>W; "FREE" is not a valid format name in file(s): 347-349 

3/8/33 (Item 1 from file: 47) 

Gale Group Magazine DB(TM) 

(c) 2007 The Gale group. All rights reserved. 

05125430 Supplier Number: 20417668 (USE FORMAT 7 OR 9 FOR FULL TEXT ) 
Taking economics personally, (professor Steven E. Landsburg)(Interview) 

Feb , 1998 

Word Count: 473 Line Count: 00039 

Special Features: photograph; illustration 
Descriptors: Parents—Attitudes 
Named Persons: Landsburg, Steven E.-Works 
File Segment: MI File 47 



»>W: "FREE" is not a valid format name in file{s): 347-349 

3/8/33 (Item 1 from file: 47) 

Gale Group Magazine DB(TM) 

(c) 2007 The Gale group. All rights reserved. 

05125430 Supplier Number: 20417668 (USE FORMAT 7 OR 9 FOR FULL TEXT ) 
Taking economics personally, (professor Steven E. Landsburg)(Interview) 

Feb , 1998 

Word Count: 473 Line Count: 00039 

Special Features: photograph; illustration 
Descriptors: Parents—Attitudes 
Named Persons: Landsburg, Steven E.~Works 
File Segment: MI File 47 



»>W: "FREE" is not a valid format name in £ile(s): 347-349 

3/8/33 (Item 1 from file: 47) 

Gale Group Magazine DB(TM) 

(c) 2007 The Gale group. All rights reserved. 

05125430 Supplier Number: 20417668 (USE FORMAT 7 OR 9 FOR FULL TEXT ) 
Taking economics personally, (professor Steven E. Landsburg)(Interview) 



Feb , 1998 



Word Count: 473 Line Count: 00039 



Special Features: photograph; illustration 
Descriptors: Parents— Attitudes 
Named Persons: Landsburg, Steven E.-Works 
File Segment: MI File 47 



»>W: "FREE" is not a valid format name in file(s): 347-349 

3/8/33 (Item 1 from file: 47) 

Gale Group Magazine DB(TM) 

(c) 2007 The Gale group. All rights reserved. 

05125430 Supplier Number: 20417668 (USE FORMAT 7 OR 9 FOR FULL TEXT ) 
Taking economics personally, (professor Steven E. Landsbui^) (Interview) 

Feb , 1998 

Word Count: 473 Line Count: 00039 

Special Features: photograph; illustration 
Descriptors: Parents—Attitudes 
Named Persons: Landsburg, Steven E.--Works 
File Segment: MI File 47 



»>W: "FREE" is not a valid format name in file(s): 347-349 

3/8/33 (Item 1 from file: 47) 

Gale Group Magazine DB(TM) 

(c) 2007 The Gale group. All rights reserved. 

05125430 Supplier Number: 20417668 (USE FORMAT 7 OR 9 FOR FULL TEXT ) 
Taking economics personally, (professor Steven E. Landsburg) (Interview) 

Feb , 1998 

Word Count: 473 Line Count: 00039 

Special Features: photograph; illustration 
Descriptors: Parents-Attitudes 
Named Persons: Landsburg, Steven E.~Works 
File Segment: MI File 47 



>»W: "FREE" is not a valid format name in file(s): 347-349 

3/8/33 (Item 1 from file: 47) 

Gale Group Magazine DB(TM) 

(c) 2007 The Gale group. All rights reserved. 

05125430 Supplier Number: 20417668 (USE FORMAT 7 OR 9 FOR FULL TEXT ) 
Taking economics personally, (professor Steven E. Landsburg) (Interview) 



Feb , 1998 

Word Count: 473 Line Count: 00039 



Special Features: photograph; illustration 
Descriptors: Parents-Attitudes 
Named Persons: Landsburg, Steven E.-Works 
File Segment: MI File 47 



»>W: "FREE" is not a valid format name in file(s): 347-349 

3/8/33 (Item 1 from file: 47) 

Gale Group Magazine DB(TM) 

(c) 2007 The Gale group. All rights reserved. 

05125430 Supplier Number: 20417668 (USE FORMAT 7 OR 9 FOR FULL TEXT ) 
Taking economics personally, (professor Steven E. Landsburg)(Interview) 

Feb , 1998 

Word Count: 473 Line Count: 00039 

Special Features: photograph; illustration 
Descriptors: Parents-Attitudes 
Named Persons: Landsburg, Steven E.~Works 
File Segment: Ml File 47 



>»W: "FREE" is not a valid format name in file(s): 347-349 

3/8/33 (Item 1 from file: 47) 

Gale Group Magazine DB(TM) 

(c) 2007 The Gale group. All rights reserved, 

05 125430 Supplier Number: 20417668 (USE FORMAT 7 OR 9 FOR FULL TEXT ) 
Taking economics personally, (professor Steven E. Landsburg) (Interview) 

Feb , 1998 

Word Count: 473 Line Count: 00039 

Special Features: photograph; illustration 
Descriptors: Parents-Attitudes 
Named Persons: Landsburg, Steven E.-Works 
File Segment: MI File 47 



»>W: "FREE" is not a valid format name in file(s): 347-349 

3/8/33 (Item 1 from file: 47) 

Gale Group Magazine DB(TM) 

(c) 2007 The Gale group. All rights reserved. 



05125430 Supplier Number: 20417668 (USE FORMAT 7 OR 9 FOR FULL TEXT ) 
Taking economics personally, (professor Steven E. Landsburg)(Interview) 

Feb , 1998 

Word Count: 473 Line Count: 00039 

Special Features: photograph; illustration 
Descriptors: Parents— Attitudes 
Named Persons: Landsburg, Steven E.~Works 
File Segment: Ml File 47 



>»W: "FREE" is not a valid format name in file(s): 347-349 

3/8/33 (Item 1 from file: 47) 

Gale Group Magazine DB(TM) 

(c) 2007 The Gale group. All rights reserved. 

05125430 Supplier Number: 20417668 (USE FORMAT 7 OR 9 FOR FULL TEXT ) 
Taking economics personally, (professor Steven E. Landsburg)(Intervlew) 

Feb , 1998 

Word Count: 473 Line Count: 00039 

Special Features: photograph; illustration 
Descriptors: Parents-Attitudes 
Named Persons: Landsburg, Steven E.- Works 
File Segment: MI File 47 



»>W: "FREE" is not a valid format name in file(s): 347-349 

3/8/33 (Item 1 from file: 47) 

Gale Group Magazine DB(TM) 

(c) 2007 The Gale group. All rights reserved. 

05125430 Supplier Number: 20417668 (USE FORMAT 7 OR 9 FOR FULL TEXT ) 
Taking economics personally, (professor Steven E. Landsburg) (Interview) 

Feb , 1998 

Word Count: 473 Line Count: 00039 

Special Features: photograph; illustration 
Descriptors: Parents-Attitudes 
Named Persons: Landsburg, Steven E.~Works 
File Segment: MI File 47 



»>W: "FREE" is not a valid format name in file(s): 347-349 



3/8/33 (Item 1 from file: 47) 

Gale Group Magazine DB(TM) 

(c) 2007 The Gale group. All rights reserved. 

05125430 Supplier Number: 20417668 (USE FORMAT 7 OR 9 FOR FULL TEXT ) 
Taking economics personally, (professor Steven E. Landsburg)(Interview) 

Feb , 1998 

Word Count: 473 Line Count: 00039 

Special Features: photograph; illustration 
Descriptors: Parents— Attitudes 
Named Persons: Landsburg, Steven E.--Works 
File Segment: MI File 47 



»>W: "FREE" is not a valid format name in file(s): 347-349 

3/8/33 (Item 1 from file: 47) 

Gale Group Magazine DB(TM) 

(c) 2007 The Gale group. All rights reserved. 

05125430 Supplier Number: 20417668 (USE FORMAT 7 OR 9 FOR FULL TEXT ) 
Taking economics personally, (professor Steven E. Landsburg)(Interview) 

Feb , 1998 

Word Count: 473 Line Count: 00039 

Special Features: photograph; illustration 
Descriptors: Parents—Attitudes 
Named Persons: Landsburg, Steven E.-Works 
File Segment: MI File 47 



»>W: "FREE" is not a valid format name in file(s): 347-349 

3/8/33 (Item 1 from file: 47) 

Gale Group Magazine DB(TM) 

(c) 2007 The Gale group. All rights reserved. 

05125430 Supplier Number: 2041 7668 (USE FORMAT 7 OR 9 FOR FULL TEXT ) 
Taking economics personally, (professor Steven E. Landsburg) (Interview) 

Feb , 1998 

Word Count: 473 Line Count: 00039 

Special Features: photograph; illustration 
Descriptors: Parents—Attitudes 
Named Persons: Landsburg, Steven E.-Works 
File Segment: MI File 47 



? t s3/k/l 



3/K/l (Item 1 from file: 15) 
ABI/Inform(R) 

(c) 2007 ProQuest Info&Learning. All rights reserved. 
Text: 

..•a percentage of the average price charged by all of the competitors i 
the market. 

Calculate each competitor's value position as the sum 

of each feature's performance score times the feature's weight. 

Plot. . . 



? 1 83/7/1 



3/7/1 (Item 1 from file: 15) 
ABI/Inform(R) 

(c) 2007 ProQuest Info&Learning. All rights reserved. 
01515545 01-66533 

♦*USE FORMAT 7 OR 9 FOR FULL TEXT** 
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Abstract: 



Pricing decisions are crucial to business success because they link 
directly to revenue generation. Many managers, however, seem to make 
pricing decisions intuitively, with little market-based understanding. Th 
essence of a good pricing decision is one that fully considers the arena i 
which the pricing decision will take place: the forces that shape the 
market, customer price sensitivity, competitor interactions, and the 
internal situation within the firm. To make good pricing decisions, 
managers need: 1. an understanding of customer price sensitivity, 2. a 
thorough understanding of the product's and/or service's cost structure, 
and 3. an understanding of competitor strategies and cost structures. 



Text: 



(Illustration Omitted) 

Why do good managers make bad pricing decisions? War is too important to be 
left to the generals" is a phrase sometimes heard in military circles. In 
the same sense, pricing is too important to be left to intuition, guesses, 
and presumptions. To be successful, managers must develop pricing policy on 
the basis of sound models of customer and competitor behavior. 

Pricing decisions are very often based on intuitive feel for customer 
perspectives and competitive realities, rather than hard data. And yet, 
price is the only element of the marketing mix that is directly linked to 
revenue and profit. All other elements (the products, advertising, sales 
force, service support, warranties, and so on) actually represent cost to 
the organization. Even though all elements of the mix must work together to 
satisfy customer needs and wants, the price customers are willing to pay is 
a good indication of how well they think your company is meeting their 
wants and needs • 

So the pricing decision becomes a critical component of marketing strategy, 
because it affects the revenue generation of the organization and reflects 
how customers perceive the organization's offerings. Unfortunately, too 
many managers make pricing decisions without adequate information and 
analysis. Market-based information and thorough analysis should be the 
drivers of effective pricing decisions. But how do managers gather the 
appropriate information and conduct such analyses? 
The Pricing Decision 

Let's look at one pricing scenario. The meeting was held on a snowy day in 
January. Novefs corporate offices, located in a large midwestern city, 
were quiet as people arrived late because of the new snow storm. Mary 
Fritz, a marketing manager, started the discussion: "Let me review our 
progress on Novaton. We introduced it 18 months ago to a marketplace 
containing no competitive products, and we knew this product would be 
really valuable to our customers. We set our initial price at $250 per 
unit, expecting to sell 5,000 units in our first year, an additional 20,000 
units this year, and 40,000 units next year. We just knew that as customers 
started to use the product, they would tell others. And word of mouth would 
be our best advertisement. 

"We know this new product is really great," Fritz said, "and the customers 
who bought it like it a lot. But we've only sold 492 units so far. Now 
we're hearing Holycon Inc. is about to introduce a competing unit called 
the H-200. Some of our distributors have seen the H-200 and say it's just 
as good. Holycon has told the distributors they will price at 15% below us. 
In other markets where we've faced Holycon, we've had to be really 
aggressive in cutting prices in order to keep share. This time, we would 
like to get ahead of them, and use a preemptive strategy." 

Fritz's group manager, Nina Pacofsky, responded: "OK, what do you suggest? 
And don't forget, we've committed to some very hefty profit goals this 
year. I'm not ready to tell Division we're not going to make it-especially 
this early in the year." 



"Well, here's what we propose," said Fritz • "Since Holycon has always cut 
prices in the past, we're going to cut prices first this time and make it 
hard for them to compete • We propose to cut prices by 30%. In order to keep 
our profitability level, we're going to cut back on advertising. And, we 
figure that the lower price will not only discourage Holycon, but be so 
attractive when combined with our features that volume will go way up. 
We'll actually exceed our projected profit level for the year." 

John Fine, the product manager, asked what the awareness level was for 
Novaton. Fritz didn't know, but Sally Olson found a note in a market 
research report indicating that awareness was about 25%. 

Pacofsky hesitated. "Does anyone know if Holycon has actually built 
manufacturing facilities for their product?" 

James Busky, the manufacturing manager, responded: "I heard from an 
extruder salesman that he had sold two extruders to Holycon. The salesman 
told me what the extruders were and said they were for a secret project. 
But, based on the type of extruders, they could only be used to compete 
with us. And, given the size of the extruders, Holycon ' s capacity will 
probably be about 40,000 units per year, almost 60% of our capacity." 

Pacofsky wanted to know what Holycon 's costs were likely to be and also 
wondered whether Holycon would be able to make any money if Novaton 's 
prices were 30% lower. 

"Based on our costs, and the fact that Holycon invested two years after us, 
we believe Holycon will have a margin of 3% on sales," said Tom Jeffries, 
the group competitive intelligence and market research specialist. Because 
we were first to market, and customers know us better, we think Holycon 
will not get enough share to justify its entry. We think they'll drop out 
of the market if we cut our prices . " 

"OK," Pacofsky said. "Go ahead with the price cut. We know Holycon always 
cuts prices, and. it's clear we're not getting customers to buy because our 
prices are too high. Keep me up-to-date on sales. And we've got to keep our 
profits up. " 

The meeting adjourned. Mary Fritz headed off to draft new price lists and 
announcements to the sales force. Heading to her office, she dropped into 
the advertising manager's office, and asked him to stop all advertising on 
Novaton. Several pricing issues are evident in this case: 

Fritz has proposed cutting prices by 30% to stimulate demand. But why is 
Novaton not selling? It really could be that the price is perceived by 
potential customers as being too high relative to delivered benefits. 
However, with an awareness level of 25%, an equally plausible explanation 
is that the market is not aware of the product. 

The discussion on Novaton was based primarily on sales objectives, reports 
of Holycon 's move, and Novet's profit desires. No one presented data on how 



customers perceived the product. It is possible the product has flaws that 
cannot be cured by cutting price. It is also possible that adoption of 
Novaton would require a significant change in customer behavior. If this is 
the case, a price cut won't necessarily encourage behavior change; some 
other element of the marketing mix, such as direct selling and/or technical 
service might be needed to do so. 

The report of Holycon's move, and especially their price point, emerged 
from conversations with distributors. Distributors are often very valuable 
sources of information. But a decision of the magnitude Fritz is making 
requires more data. The report of Holycon ' s move should have initiated a 
rush of competitive intelligence work to confirm the report. 

Likewise, the understanding of Holycon 's manufacturing capacity seems to be 
based on a single report from an equipment salesman. Again, such reports 
should have spawned intense competitive intelligence efforts to confirm the 
salesman ' s facts . 

Finally, the cost estimates for Holycon were based on Novet's own costs. 
These estimates could be justified if both organizations have similar 
operations. However, it is very rare for two firms to have the same cost 
basis, and even accounting conventions can drive firms to believe they have 
different costs. Potential pricing moves can vary dramatically on the basis 
of a firm's costs and management's perceptions of competitors' costs. 
Pricing moves also can be affected by volume-induced changes in costs. 

All of this seems to suggest that Fritz's pricing proposal may be poorly 
formulated. The Novet case is a highly disguised, but real, case. Managers 
actually cut the price by 30%. Although there were some minor problems with 
Novaton itself (primarily related to its package), customers were satisfied 
with the product overall- In fact, customers reported that they perceived 
Novaton to be superior to the Holycon product. 

The biggest issue was low market awareness. The real Holycon competitor had 
50% more manufacturing capacity than Novet had. Furthermore, because of 
differences in operating systems, Holycon 's costs were almost 60% lower 
than Novet's. Holycon entered its product with prices 40% lower than 
Novaton 's original price and positioned the product with a massive 
advertising campaign. Holycon' s advertising blitz came just as Novet was 
curtailing its advertising. Holycon quickly drove substitution and 
aggressively took share. Two years later, the real Novet exited the market. 
Novet had a product that the market thought was better than Holycon' s, but 
Novet did not use this product superiority to claim a higher value, higher- 
price position. It also did not use advertising to drive awareness of their 
superiority. Novet's actions allowed Holycon to make the competition 
price-based. Rather than basing pricing decisions on a full range of market 
information and good analysis of this information, Novet based its 
decisions on competitor views only. 



Underlying Biases 



The Novaton case highlights the need for good data to make pricing 
decisions. But managers rarely acquire the necessary information and engage 
in the analysis required to support their pricing decisions. The essence of 
a good pricing decision is one that fully considers the arena in which the 
pricing decision will take place: the forces that shape the market, 
customer price sensitivity, competitor interactions, and the internal 
situation within the firm. Even though adequate theory and tools are 
available to analyze these factors fully, managers frequently make poor 
decisions because several biases interfere in the pricing decision process. 

Here are some examples: 

Commercial airline operators in the United States are locked in a 
competitive price war that has eliminated profits in the industry. Many 
more people are flying, yet the industry is struggling to produce adequate 
profits to renew equipment. Although various industry participants are 
clearly pursuing different customer segments, the total market has become 
exceedingly price sensitive. 

The high-technology personal computer market has become a commodity market. 
Brand names seem to have little value, with manufacturers engaging in 
intense price competition. Even software sales are going this route. 

In the chemicals sector, pricing policies for materials like polyethylene 
and polypropylene are increasingly driven by manufacturers attempting to 
fill out unused capacity rather than delivered value. 

(Table Omitted) 
Captioned as: EXHIBIT I 

Also faced with excess capacity, many large retailers in the United States 
engage in numerous price promotions. Customers have been conditioned to 
wait for the next promotion one or two weeks away. 

Three separate factors affect how managers make pricing decisions: (1) not 
knowing what " s not known, (2) facts, and (3) incorrect assessment of 
influencing factors. 

Not Knowing Whafs Not Known Knowledge is interpreted data, the 
accumulation of theories, facts, and relationships over time. In the 
pricing decision, knowledge often includes accumulated wisdom about 
customers and how they interpret price, competitors and how they react to 
price moves, and the businesses costs. 

A problem for some managers is that they feel much more certain about this 
accumulated wisdom than is justified by the actual knowledge. This can 
occur because the knowledge is extrapolated beyond reasonable ranges, 
because the knowledge has been outdated by current market events, or 
because the knowledge is based on assumed or hoped-for facts. 

In making good pricing decisions, it is critical that managers recognize 
the limits of their knowledge, i.e., what they really don't know. In a 1992 



Sloan Management Review article, Edward Russo and Paul Schoemaker called 
knowing what we don't know "metaknowledge." 

The important issue is that, regardless of what we know or don't know, we 
are responsible for the range of uncertainty around what we think we know. 
When we know a lot about a subject, our range of uncertainty should be 
small; when we know little, it should be large. 

The uncertainty range exists no matter how much we know about a subject. 
The reason for this is that the marketplace is inherently ambiguous. By 
establishing uncertainty ranges on our knowledge, we can estimate the 
impact of unknown factors on our plans. Regardless of the range of 
uncertainty, if the uncertainty impacts our plans, we must find ways to 
reduce it 

Facts 

A related area is the accumulation of facts. All marketplaces generate an 
incredible number of facts. Managers observe some of these facts, interpret 
events to create additional facts, and garner still other facts from 
colleagues, subordinates, consultants, etc. The observation, creation, and 
reporting processes are full of selectivity and bias, and that's where 
managers can often get into trouble with the pricing decision. 

Exhibit 1 lists several categories of facts many managers use for decision 
making. Although these "facts" are evident in all managerial decisions, 
they are particularly troublesome in pricing decisions. 

The point is that the basis for many of our managerial actions-the 
facts-may not be as solid as we think it is. Even when we engage in 
rigorous analysis as the basis of our pricing decisions, if our analysis is 
built on faulty facts, we can still make bad decisions. 

Incorrect Assessment of Factors 

An important mechanism for managerial action is based on understanding 
cause-and-effect relationships. Managers specify a desired outcome (the 
effect) and then manipulate those levers they think will cause the desired 
outcome . 

In making good pricing decisions, managers need to build influence models 
for their marketplace actions. Some do this implicitly and may not even be 
aware of the factors they are acting on. This is a problem in that there is 
no way to test whether the assumed influence factors are actually acting 
the way managers think they are. Managers can improve their understanding 
of markets by explicitly modeling how outcomes are achieved. This allows 
for testing of the causal linkages to see if they really are working in the 



market . 



(Graph Omitted) 



Captioned as: EXHIBIT 2 



Making Good Decisions 

Now that we've looked at some of the biases that can lead to bad pricing 
decisions, let's explore the basis of good pricing decisions. To make good 
pricing decisions, managers need (1) an understanding of customer price 
sensitivity, (2) a thorough understanding of the product's and/or service's 
cost structure, and (3) an understanding of competitor strategies and cost 
structures . 

Customer Price Sensitivity 

The best way to understand price sensitivity is to develop insights into 
how customers perceive the organization's products /services in light of 
competing products and services. In many markets, customer expectations 
about the attributes of an offering form a distribution similar to that 
shown in Exhibit 2. Here, customer expectations center around some "ideal 
point," and there is often a "floor" representing the minimum acceptable 
level. Below this threshold, attribute levels are so low customers see the 
offering as poor in quality. 

There is also a ceiling, or highest expected level. Attributes reaching 
levels above the ceiling might be perceived as delivering too much and, 
thus, too expensive. The implication of this is that an offering can 
deliver too much as well as too little. It is possible to underprice or 
overprice the product/service. Products priced too low may be rejected 
because customers associate this with poor quality (regardless of how much 
else is included in the offering). Prices set too high may result in 
offerings being overlooked because they are perceived as too expensive, 
regardless of the built in value. 
(Graph Omitted) 

Captioned as: EXHIBIT 3 

A good starting point for understanding how customers perceive offerings is 
the generation of value maps (see Exhibit 3). Although value maps do not 
provide price sensitivity data, they can be used to understand how 
customers perceive competing offerings. In Exhibit 3, each competing 
offering is represented by a letter (A, B, C, etc.). Value mapping was done 
for Novaton after 

Mary Fritz lowered prices. The map indicated that prior to the price move, 
Novaton was perceived as a good value (it was right on the "fair value" 
line). This should have indicated that something other than price was the 
issue. By dropping the price, Novet forced Holycon to respond with price, 
and a new fair value line was established. Because Holycon had such low 
costs, it could survive at the lower prices; Novet could not. 

Value mapping. This process works best when done in two steps. First 
generate a map using management's opinion of customer perceptions and then 



gather information directly from customers to build a second map. Finally, 
you compare and analyze the two maps. A value map can be generated through 
the following process: 

List the criteria customers use to make purchase decisions, excluding 
price. These criteria are the features of the offering. Separate the 
features into product and service components. 

Weight the features listed. Weights are assigned in proportion to how 
important to customers each offering feature (excluding price) is. The 
weights must sum to 100. 

Across the top of the form, list the competitors participating in the 
market. When collecting customer data, these are the competitors the 
customer perceives to be acceptable suppliers. 

Rate each competitor on each feature on the basis of a 1 (does not meet 
customer needs at all) to 10 (perfectly meets needs) scale. 

Weight the price and nonprice features of the purchase decision. The sums 
of these weights (two items) should be 100. For example, price is 40% and 
nonprice features are 60% of the purchase decision. 

List the actual prices charged by the various competitors. A price position 
on the map can then be calculated as the competitor's price as a percentage 
of the average price charged by all of the competitors in the market. 



Calculate each competitor's value position as the sum 

of each feature's performance score times the feature's weight. 

Plot each competitor on the value map. Plot the fair value line as having 
the slope of the price to nonprice weights. 

A competitor to the right of the fair value line is delivering more value 
for its charged price. A competitor to the left of the fair value line is 
delivering less value for the price. A competitor on the value line is 
delivering precisely the value for which it is charging. A competitor has 
an advantage over any competitor to its left. This advantage can be taken 
through share gain vs. competitors to the left. 

Sensitivity data. While the value map is a useful tool to indicate how 
customers see offerings, it does not produce price sensitivity data. We 
need to know to what extent changing prices changes the amount of volume 
our customers will buy. 

To make good pricing decisions, the marketing manager needs to know the 

target customers' price sensitivity. Building out of the perceptual views 
we get from the value map, a number of research techniques are available to 
generate price sensitivity estimates. Among the more useful techniques are 



"trade-off processes such as conjoint analysis and discrete choice 
modeling. These techniques can give estimates for price and for other 
elements of the offering you wish to test. Consultation with a good market 
researcher is often necessary to implement the trade-off processes. 

Understanding customer perceptions of the organization's and competitors' 
offerings is the first step in developing good pricing decisions. The 
marketing manager must then move beyond the perceptual view to a more 
precise estimate of price sensitivity. The price sensitivity estimate, 
along with information about the organization's cost structure, can then be 
used to investigate the volume implications of pricing decisions. 

The Firm's Cost Structure 

Understanding the firm's cost-more specifically, the firm's cost 
structure-is the next step in making good pricing decisions. The reason for 
this becomes apparent when we explore the pricing move necessary to 
maximize profits (see box on this page). 

In making pricing decisions, all of these dimensions should be integrated. 
For example, if customer price sensitivity is high, and the firm's cost 
structure is primarily variable, the organization should try to decrease 
price sensitivity by differentiating its offerings. The reason is that, 
although the firm's cost structure indicates a higher price is desirable, 
customer price sensitivity will prevent such a move. (Of course, the firm 
could switch some variable costs to fixed costs by buying its suppliers. 
Such a move is undesirable in price sensitive markets because it raises the 
level of assets at risk in a price competitive market.) 

A good technique for evaluating any pricing move is first to calculate the 
volume change associated with just breaking even on a price change. This is 
referred to as the neutralizing volume calculation: 

% neutralizing = (-% price change x 100 volume % variable margin + % price 
change 

where: % variable margin = [(unit price-unit variable cost) /unit price] 
xlOO 

When a price cut is being considered, the neutralizing volume is the volume 
increase necessary to break even on the price cut. A greater volume 
increase is needed to make a price cut profitable. Likewise, when a price 
increase is being considered, the neutralizing volume formula gives the 
maximum volume the firm can lose and break even on the higher price. For a 
price increase to be profitable, a firm must lose less than the calculated 
volume . 

Combined with the estimate of price sensitivity, the neutralizing volume 
calculation can be used to assess the profit implications of a price move. 
The neutralizing volume calculation is the appropriate means for including 
the firm's costs in the pricing decision. 
(Table Omitted) 



Competitor Strategies /Costs The third component needed to make good pricing 
decisions is an understanding of the competition's strategies and costs. 
Traditionally, managers have used SWOT analysis 

(strengths /weaknesses /opportunities /threats). SWOT analysis is not entirely 
helpful for making pricing decisions, however, because it ignores a 
competitor's strategic intent. Furthermore, SWOT analysis is limited in 
that it often does not address the question, "A strength (or weakness) 
relative to what?" From a pricing perspective, the following four-step 
process improves understanding of competitors: 

Strategic Intent: What does the competitor intend to do? Which customers 
(or customer groups) are critical "must win" segments for the competitor? 
How does the competitor support its intent with product/service 
positioning? How does the competitor use its pricing policy? 

Capabilities and Barriers: What does the competitor have that will support 
achieving its strategic intent? What barriers will prevent the competitor 
from achieving its strategic intent? 

Likely Outcome: Comparing the competitor's strategic intent and its 
capabilities/barriers, what will most likely happen? Will the competitor 
succeed or fail? What will success look like? What will failure look like? 
Impact: Given the likely outcome, what will the impact be on your firm? 
Will the competitor's success/failure help you? Will the competitor ' s 
success/failure hurt you? How? What must you do about this? 

To deal with these issues, a particularly useful tool is the industry 
capacity curve, which can be used to anticipate a competitor's pricing 
moves. The capacity curve is especially useful when markets exhibit high 
intensity. In such markets, understanding how competitors are likely to 
behave when confronting price moves is extremely important. 

To build a capacity curve, you will need the following information: 

The productive capacities in the industry. For service businesses, this is 
the total number of service providers and their average productivity. 

Each competitor's total cost (on a per-unit basis, assuming operation at 
total capacity), and the competitor's fixed and variable cost portions. 

(Graph Omitted) 
Captioned as: EXHIBIT 4 

The industry's total demand curve (that is, the price-volume curve for the 
industry) . 

Next, you build the capacity curve (see Exhibit 4): 

Across the horizontal axis, array the industry's competitors from left to 
right in terms of increasing total costs. The width of the bar for each 
competitor is scaled to the competitors total capacity. - The height of 



each competitor's bar is scaled is scaled to the competitor's total cost. 
And the lower portion of the bar is scaled to the competitor's variable 
cost (per unit) while the upper portion of the bar is scaled to the 
competitor's fixed cost (per unit). 

Next, you superimpose the industry demand Curve on the plot. The 
horizontal axis represents volume and the vertical axis represents price. 

In looking at Exhibit 4, several observations are possible: 

The price that will be in effect is the price where competitor D operates 
at full capacity (Curve 1). Competitor D will chose to fill its capacity, 
because each incremental unit of production will result in a positive 
concontribution to covering fixed cost. 

* Should the demand curve shift to the left, competitor D will continue to 
operate, but at less than full capacity (Curve 2). If the demand curve 
intersect from D's cariable cost at zero production (Curve 3), D wil Ishut 
down. At this point, any operation will result in operating below unit 
variable costs (losses on an ongoing basis). 

Of course, competitors A, B, and C do not benefit from D's departure. The 
reason D exits is because the demand curve has shifted left so that any 
operation results in sales below unit variable costs. But this also means 
that A, B, and C are charging lower prices and, thus, making less money. 
The departure of D will not drive prices up; the industry is already in 
supply-demand balance. 

A logical move for competitors A, B, and C is to try to shift the demand 
curve to the right by encouraging customers to see more value in the total 
industry. In fact, a good operating point is for the demand curve to shift 
so that the highest cost competitor is operating at bookkept breakeven. At 
this point, there is no incentive for competitors to price compete to fill 
capacity (all capacity is filled). Furthermore, there is little incentive 
for new competitors to enter (or incumbents to expand capacity) because all 
new capacity will operate at lower prices. Of course, a low-cost competitor 
might expand capacity or a new firm might contemplate entry. An expansion 
or an entry, however, would shift the entire industry to the right on the 
demand curve. This results in lower price, and the added capacity or the 
expanded capacity will thus earn a lower return in the higher capacity 
scenano. 

Managers can use the industry capacity curve as a "war game" to design 
price scenarios for their industry. In particular, downward price drifts 
can be estimated and competitor exit /entry can be forecast. 

When considering price changes, managers need to integrate the views 
obtained from price sensitivity analysis and competitor analysis. In some 
circumstances, price declines can create undesirable results, particularly 
in high-fixed-cost industries and in price sensitive markets. 



High-fixed-cost industries. In many industries, structuring an offering 



customers requires the investment of significant resources. These resources 
can be in the form of fixed capital for manufacturing, significant Research 
and Development efforts, and/or substantial people to staff the 
organization. 

In such resource-intensive industries, many organizations are acutely aware 
of the "capacity utilization" of these resources, that is, to what extent 
the resources deployed in the organization are fully utilized. The reason 
for this is that these resources are essentially fixed for the organization 
and when they are under utilized, they represent costs for which there is 
no revenue flow. So organizations in such resourceintensive industries 
often are keenly aware of their own capacity utilization relative to other 
competitors in the industry. This becomes especially important in 
industries that have low customer switching costs. 

When threatened with a competitive attack that reduces its sales volume, a 
firm in a resourceintensive industry will experience a decline in capacity 
utilization, which is likely to provoke immediate response via a 
retaliatory price cut. 

The implication is that price moves in resource industries that have low 
switching costs are likely to be unsuccessful. They precipitate price wars, 
such as the frequent and recurring skirmishes in the U.S. commercial 
airline industry and in the PC market. The initiating firm often winds up 
with little volume gain, but does drive lower prices in the industry. 
Furthermore, customer price sensitivity often increases in industries that 
have frequent price wars. 



To succeed with price cuts in resource-intensive industries, competitors 
must erect barriers to switching, primarily through offering services that 



customers will lose if they switch. Before engaging in price cutting that 
might precipitate a price war, marketing managers should explore ways to 
increase customers' desire for the firm's offerings, perhaps by providing 
additional goods and services that customers truly value. 

Price insensitive markets. Dropping prices in markets where customers have 
low price sensitivity (that is, they are more value sensitive) can often 
backfire. For some offerings, research has indicated that customers use 
price as an estimator of quality, and/or value. This is especially true 
with offerings for which customers have little ability to forecast quality 
prior to the use of the offering (as is often the case with services). 

In markets where customers use price as an estimator for quality or value, 
lowering prices might signal a decline in quality to customers. If 
customers can only evaluate the offering after they have bought it, a price 
cut might actually result in a decrease in sales volume. 

When threatened by competitive actions, the marketing manager would be wise 
to "intensify the value sell" (increase communication about the value of 



the offering, with special emphasis on testimonials by credible, satisfied 
customers) rather than lower prices. Before adjusting prices (either up or 
down), the marketing manager must understand how customers evaluate price 
and value. 

Improving Pricing Decisions 

What we know often gets in the way of making good pricing decisions. 
Following are some recommendations to help improve the decision process: 

Challenge all facts. Where is the evidence? How current is the evidence? 
How has the evidence been validated. Spend the resources to get the 
evidence I Build influence models for actions in the marketplace. Use an 
analytical framework to assess what actions should be put in place. Avoid 
the use of generalized, broad strategy prescriptions because they probably 
won't work in specific markets. Understand how the market works (what 
customers value and how competitors behave) and price accordingly. 

Build influence models using the perspectives of several managers. Be sure 
to design these influence models so they can be validated, and be 
constantly alert to changes that drive new influence models. Engage in 
confrontation with all pricing decisions. What is the basis for decisions? 
Is this knowledge valid? What makes the management team think customers and 
competitors will tolerate the business doing what it plans to do? How can 
the business improve its chances of success? 

Acknowledge that managers sometimes feel much more certain about their 
knowledge than is justified. Always talk about knowledge by specifying 
uncertainty ranges. Assess the impact of the uncertainty and work to reduce 
the range only in critical areas. 

Provide feedback mechanisms so managers know how their pricing decisions 
turned out. Do frequent reviews. What was intended? What was the basis for 
the intentions? What actually happened? Why did this happen? How should the 
database, influence model, and decision process be altered to reflect new 
knowledge? 

(Table Omitted) 
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Development Officer, Deep-insight 

The latest buzzword may be Customer Relationship Management (CRM) but 
in reality, while companies are quickly attempting to introduce systems and 
solutions that offer CRM, they are overlooking a number of inherent 
problems. The first is that Customer Satisfaction does not necessarily lead 
to Customer Loyalty. 



Customer Satisfaction Management relies on the belief that satisfied 
customers will remain loyal to a company. Nothing could be further from the 
truth! In a four years research study of some 700 companies across the 
Irish business spectrum, the author found that the percentage of satisfied 
customers who intend to maintain their relationship with a particular 
company could be as low as 21%. This confirms earlier research findings in 
the United States. This finding is puzzling, to say the least, and leads 
one to ask why should satisfied customers leave? The main reason is that 
they do not trust the company. Their lack of trust is due to several 
determinants, the most important ones being the company's behaviour towards 
them (arrogance^ opportunistic behaviour from Staff and/or Management), and 
lack of communication. 

Another flaw with Customer Satisfaction Management as it is currently 
espoused is that it does not capture what his going on in the customer's 
mind. Most Customer Satisfaction Surveys miss the point. They do not 
account for the Customer's Commitment and Trust. Furthermore, they are 
designed in a way that does not capture the changing needs of Customers. 
Most customers have reached a level of needs that focus on 
self-actualisation and uniqueness. Standardised surveys cannot account for 
these unique traits. 

Another key issue is complacency. The fact is that most companies have 
worked hard and improved their overall quality. But, as many of them 
achieve high ratings in Customer Satisfaction, they very often become 
self-satisfied. By encouraging complacency. Customer Satisfaction 
Management does not generate a creative tension within the company to 
further improve. In a time of over-capacity, floods of similar products and 
services, tougher competition than before, this is a dangerous trend. 

So why is Loyalty Based Management flawed? Paradoxically, it seems 
that Loyalty Based Management creates disloyalty 1 To illustrate this point, 
one can mention the example of British Airways. Some time ago, the Airline 



lost 48% of its Golden Card members (frequent flyers), its most loyal 
customers. There are several reasons for this loss of AGBP50 Million in 
revenue, but all point in the same direction: the Airline's Loyalty 
Programme was perceived as too restrictive and less attractive than those 
of the competitors . 

Research in Supermarkets and Oil Companies in Scandinavia and 
Continental Europe shows that customers subscribe to several Loyalty 
Programmes at the same time, playing each card against the others and 
harvesting all the benefits. The author shares the view expressed by 
Feargal Quinn: " Loyalty Programmes are an important part of the marketing 
mix (as it is right to reward valuable customers) and an excellent 
information gathering tool, but they do not create loyalty." In addition. 
Loyalty based Management increases customer costs. Examples from several 
industries (Airlines, Supermarkets, Oil Companies) suggest that companies, 
which have launched Loyalty programmes, face a double dilemma: The Sales 
benefits, while increasing substantially at the launch of the programme, 
decrease over time. The costs of maintaining these programmes increase 
constantly, because they need to be improved all the time to hold off 
competitors . 

As in a marriage, one cannot control the Loyalty of one's partner, 
even if one wishes to do sol Loyalty cannot be bought; it is a State of 
Mind, an intellectual and emotional link between the customer and the 
company. Consequently it cannot be a strategic goal, neither can it be 
measured nor managed. 

So how can a company move from seeking Customer Loyalty to Customer 

Retention? 

Customer Loyalty is an elusive and intangible concept that cannot be 
measured and consequently cannot be managed. At the other end of the scale, 
all companies have customers and consequently can measure their retention 
rate. In other words, customer retention is a tangible concept that can be 
measured. If it can be measured, it can be managed. However, to retain 
customers is a complex process. Because Customer costs are increasing all 
the time, customers have become one of the critically most important assets 
of the company. Research shows that Customer Retention is based on the 
unique value a company is able to deliver to its customers. This unique 
value is generated in the customer's mind. The customer's mind should 
therefore be the starting point for an effective customer strategy. But how 
do we do that? 

The starting point is to assess a company's strategic position in 
' uniqueness ' terms . 

The value a company delivers to its customers is the consequence of 
what the company does for its customers and how it relates to them; Company 
X is delivering good Business Solutions to its customers, but is rather 
weak on the Relationship dimension. In other words this particular company 
has a long way to go to deliver unique value to its customers. While it is 
easy for a company to account for the value of its stock of goods, which is 
very tangible, it is far more difficult to account for the value of the 
Customer Portfolio (Customer Stock). This value is created in the 
customer's mind and is therefore intangible. What the company needs to do 
is to determine who are the customers who generate a positive value in the 
portfolio and those who do not generate any value at all or a negative 
value. It is the sum of these value positions that will 



determine the value of the portfolio. 

A "healthy" portfolio consists solely of customers with positive 
values, whereas an "unhealthy" portfolio contains many "negative value" 
customers. An "ambivalent" portfolio contains many customers who have a 
"love-hate" perception of the company, either in the way in which the 
company solves their problems or in the way in which it relates to them. 
The company needs to assess the asset value of its Customer Portfolio. The 
worth of its existing Portfolio will help it determine how much it needs to 
spend to recruit new customers. The higher the asset value, the less the 
company will have to spend on recruiting new customers. 

But the company also needs to measure the return on investment of its 
customer asset. It has invested substantial amounts in order to retain its 
customers and needs to know what return this investment gives. This will 
help it to determine who are its most profitable customers and what to do 
with its unprofitable customers. Another advantage of this approach is 
that, by measuring its return on investment index, a company will be able 
to set up higher return on investment targets to reach World Class 
performance (90% of Customer Retention). This can be particularly useful 
when companies need to generate creative tension within the organisation to 
further improve their performance. The fact that a Customer Portfolio is 
"healthy, ambivalent or unhealthy" is due to a certain number of 
determinants that the company needs to monitor consistently. Some of these 
determinants are due to what is going on in the customer's mind, but some 
determinants come from within the organisation itself. Our research helped 
to define seven external determinants to Customer Retention. The most 
important factor is Customer Relationship Quality. 

For most people. Relationship is a uni-dimensional concept, namely how 
we relate to others (customers or companies). Because of the rapid change 
in customers* needs, and the move towards the level of self-actualisation, 
the author believes that the concept of Customer Relationship has become 
two-dimensional and his research findings tend to support this belief. 
Customers' perception of a company's Uniqueness (delivering unique value) 
comes from the Quality of what the company does to solve their problems 
(business solution) and how the company treats them as unique (because 
customers believe that they are unique). Consequently Management needs to 
focus on the Customer Relationship Quality (Uniqueness) of the company. 

Customer Relationship Quality is a subjective assessment of the 
overall quality of the company's products or services (benefits and 
pricing), customer satisfaction (general assessment of what the company 
does), leading edge (comparison with its competitors), service performance 
(reliability, responsiveness, customer care), trust and relationship 
commitment (an intellectual and emotional link with a company or a brand 
that re-enforces one's self identity). 



As suggested earlier, the Customer Portfolio's health is also 
determined by factors that are internal to the company. Our research 
suggests that there is a strong positive correlation between the Customer 
Portfolio's "health" and the Organisation's "health". In other words a 
"healthy" Organisation goes often hand in hand with a "healthy" Customer 
Portfolio. A "healthy" Organisation is the consequence of high levels of 
co-operation. Staff commitment and Staff trust in the organisation. 



"Unhealthy" organisations are suffering from lack of the above factors and 
in particular lack of trust, often combined with poor supervision, low 
competence and absence of shared values (employees do not share the 
company's business values). 

Deep-insight is an Irish solution provider backed by HotOrigin and 
Enterprise Ireland and their focus is on helping organisations to increase 
levels of customer and employee retention. They have developed a powerful 
solution based on a proven methodology and leading edge technology, which 
enables Organisations to engage directly with their customers and employees 
to measure and analyse Relationship Quality and its impact on: 

Aeach customer's potential lifetime value 

Aeach employee's ability to deliver value to customers 

Athe company's bottom line 

Data is gathered through a cost effective and secure online 
questionnaire (may also be paper based) and results are automatically 
analysed and combined into a single report. The solution facilitates 
regularly one-to-one monitoring of customer and employee relationships and 
allows organisations to identify and act upon their needs on an ongoing 
basis as well as uncovering new opportunities, which they may otherwise 
have missed. 

Copyright 2001 Irish Marketing and Advertising Journal. Source: World 
Reporter (Trade Mark). 
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Using the Stock Market to Assess Strategic Position 



Abstract: 

A company's stock price can be a good measure of investor opinion about a 
corporation's strategic position. How the financial market sees a 
corporation's strategy can be gleaned from the company's total value and 
market-to-book ratio. Specifically, the value of future growth potential 
can be compared to the value of the existing earnings stream to find the 
market's perception of strategic position. The quality and quantity of 
future growth as implied in market-to-book ratio can be used to gauge 
competitive position and product market outlook. The market 
outlook-competitive position matrix shows opportunities and threats along 
one side of the matrix, while internal strengths and weaknesses are shown 
along the base of the matrix. Comparison of future growth value to current 
earnings value creates 6 categories which indicate the firm's existing 
strategic position and other possible strategies. International Business 
Machines is used as a case study to illustrate these techniques. 
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...rigorous marketing intelligence (Bernhardt, 1994). 

In order for companies to maximize opportunity, they must first 
assess their strategic position. Only then will 

management be able to decide where and how the company should position... 
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Abstract: 

One of the drivers of both strategy and success in the marketplace is the 
role of market intelligence. Samples of a broad cross section of firms 
regarding their level of MI activity: MI data sources and MI 
accountability. Regarding MI activity and its value to consumer/competitive 
intelligence, 2/3 of the companies indicated a dramatic increase in level 
of activity and nearly 3/5 said the impact of MI contributes heavily to 
tactical and strategic decision making. One third said activity was level, 
while none indicated a reduction. Some 44% indicated MI contributed to 
somewhat to decision making and only 2% felt MI contributed little to 
strategy and success in the marketplace. Regarding MI data sources, 
customers, manufacturing, and R&D are the central source. Regarding MI 
accountability, about half held marketing accountable for MI. 
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Keywords 
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Abstract 



One of the drivers of both strategy and success in the marketplace is the 
role of market intelligence* Samples a broad cross section of firms 
regarding their level of MI activity; MI data sources and MI 
accountability. Regarding MI activity and its value to consumer/ 
competitive intelligence, twothirds of the companies indicated a dramatic 
increase in level of activity and nearly three-fifths (54 per cent) said 
the impact of MI contributes heavily to tactical and strategic decision 
making. One third said activity was level, while none indicated a 
reduction. 44 per cent indicated MI contributed somewhat to decision making 
and only 2 per cent felt MI contributed little to strategy and success in 
the marketplace. Regarding MI data sources, customers, manufacturing, and 
R&D are the central source. Regarding MI accountability, about half 
held marketing accountable for MI. 

Introduction 

Implementing a strategy is not an easy task for American industrial 
organizations. Many US companies survived in the past even though they did 
not have a clear sense of where they were going, since the resource pool 
seemed to be unlimited. But today resource allocations are much different 
and competition is often fierce for the scarce resources that exist. Firms 
today will not exist without a clear strategic direction. Regardless of 
company size, the planning process is the same. This process is a clear 
continuous process driven by market strategy that is dictated by customers 
and the portfolio mix of the customer (Warner, 1987). One of the drivers of 
both strategy and success in the marketplace is the role of market 
intelligence. 

Background 

All businesses have strategies, which are the methods used to make and sell 
products or perform services. Often, strategies are determined by a 
company's reaction to events beyond its control rather than by solid market 
intelligence and strategic planning. But the question asked is why do firms 
plan? The answer is simple: competitive advantage (Day, 1984). 

Several factors contribute to organizational growth in both size and 
complexity. Decision making gets more and more complex as the size of the 
business and market share increases, as does the inverse when downsizing 
and market share decreases. This implies a critical need for strategic 
focus - focusing on customer/ competitive analysis. Both elements are 
critically dependent on rigorous marketing intelligence (Bernhardt, 1994). 

In order for companies to maximize opportunity, they must first 
assess their strategic position. Only then will 

management be able to decide where and how the company should position 
itself. Evaluations of past performance, marketing strengths and 
weaknesses, reputation for quality products, utilization issues and mission 
need to be addressed. All of these issues can be addressed by strategic 
planning and good marketing intelligence (Jaworski and Wee, 1993). 



If a company utilizes marketing intelligence systems, the output can result 
in sound marketing decisions which can be one of the best sources of 
competitive advantage. The relative importance of planning and marketing 
intelligence is absolutely required if a firm wants to stay in step with 
dynamic market conditions. Marketing intelligence provides a meaningful 
input by providing firms with information that allows for sound decision 
making (Gilad, 1991). The goal of business is usually clear: maximize 
profitability and return on investment. Just as a team without a game plan 
is unlikely to win, a company without clearly defined strategies will not 
likely meet its objectives for growth and profitability (Holloway, 1986). A 
driving force in meeting strategic objectives is the marketing intelligence 
system. 
Issues 

The value of a marketing intelligence system can be substantial since 
decision making regarding strategy has a direct impact on the bottom line. 
If the intelligence system provides timely and relevant information, then 
the value added by the system can be measured in terms of risk aversion. 
Minimizing risk and maximizing profit are a natural extension of the 
system. A basic tenet can be drawn that MI adds value to strategic decision 
making and its importance has not diminished. To support this position, a 
survey of a cross-section of 50 consumer, industrial and service firms were 
surveyed in southwestern Pennsylvania. Over half the firms were industrial 
firms. Four key issues were evaluated in the effective deployment of a 
marketing intelligence system: 

(1) activity and value of MI in the support of customer /competitive 
analysis; 

(2) value of data sources integral to MI; 

(3) location of MI accountability in the organization; 

(4) level and trend of MI resources. 

Findings 
MI value 

Regarding issue 1, MI activity and value to consumer /competitive 
intelligence, twothirds of the companies indicated a dramatic increase in 
level of activity and nearly threefifths (54 per cent) said the impact of 
MI contributes heavily to tactical and strategic decision making. One third 
said activity was level, while none indicated a reduction; 44 per cent 
indicated MI contributed somewhat to decision making and only 2 per cent 
felt MI contributed little. Value ratings for the strategic planning 
functions in the areas of consumer /competitive intelligence are shown in 
Table I. High ratings here are defined as percent of respondents rating MI 
value primary. Five of the ten functions received high ratings with No. 1 
providing focus on marketing and sales at 84 per cent No. 2 determining 
market potential, and No. 3 forecasting product demand at 67 per cent. 



Low rated functions include guiding production and distribution adjustments 
(27 per cent) and industry sales forecasting (23 per cent). The highly 
valued functions focus around the front end of planning, i.e. target market 
definition, while the low rated functions cluster around the back end of 
planning, i.e. implementation adjustments in production and distribution, 
and sales conversion improvement. This suggests that MI effectiveness needs 
to be increased in the back end planning functions (Prescott and Bhardwaj, 
1995). 

MI data sources 

Regarding issue 2, value of various data sources integral to MI, value was 

measured by a rating scale (5 - very important, 4 important to 1 - not 
important). Table II lists each data source and reports in rank order the 
percentage of companies rating high, i.e. at a 4 level or above. 

Regarding internal data sources, the main players found on cross functional 
buying teams - customers, manufacturers and R&D are universally rated 
at 4 or above. Following closely behind at a near 80 per cent rating is the 
sales force and physical product at 64 per cent. The remaining sources are 
all near 50 per cent - ranging from 58 per cent down to 43 per cent. Seven 
of the nine sources scored 50 per cent or better in high ratings. 

Only five of nine external sources scored 50 per cent or better in high 
ratings. Clients, dealers, and customers topped the list with a more than 
two-third high rating. Only half of market research projects garnered high 
ratings, while hard copy publications (periodicals and government sources) 
were at or below 40 per cent in high ratings. 

MI accountability 

Regarding venues of MI accountability, about half (46 per cent) of the 
firms assign MI accountability to marketing. A quarter assign MI to sales. 
The remaining quarter is scattered among finance, planning, and other, i.e. 
corporate division management. This is surprising, given MI is a subset of 
the marketing function and perhaps is a proxy for dissatisfaction with 
marketing-housed MI on the part of corporate users (Prescott and Smith, 
1989) . 

Level and trend of MI resources 

About three-quarters of the sample companies have MI employees; 85 per cent 
of these are full time. Only one third of the companies farm out their MI 
demands to outside consultants and in most of these cases the incidence was 
less than 10 contracts; 42 per cent of the companies reported that their MI 
expenditures had risen dramatically (over 25 per cent). The remainder 
reported flat expenditures with none reducing expenditures. 

Implications 



Table I 



Table II 



Many companies recognize the critical connection between strategic planning 
and MI, Two-thirds of those sampled have increased MI expenditures 
dramatically and three-fifths said MI had a heavy impact on their tactical 
and strategic decision making. Companies that realize the advantages to be 
gained through MI usually have a strong foothold in the market in which 
they operate, depending on the quality of the data and consistently 
updating the data. It is our belief that the trend to use MI will continue 
to rise and companies that fail to recognize the need for MI will lose 
their strategic and competitive advantage. The backward thinking firm that 
believes downsizing MI will increase profits through cost reduction will 
find just the opposite, as weak MI reduces its visionary capability, and 
therefore its market leadership. Furthermore, Mi's highest contributions 
are to the front end strategic planning functions - market targeting, 
estimation of market potential and forecasting product demand. Research 
shows that strategic success is most highly dependent on strong planning 
capabilities in the front end (Gilad, 1991). To ignore the potential of 
Mi's contribution is to weaken this most critical input component of 
planning, thereby weakening one of the most important activities of the 
firm. 
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Abstract: 



To assess a firm's strategic position, its managers 

must collect and interpret data regarding the firm itself, its competitors, 
its stakeholders, and the industry. Having implemented a strategy based on 
that information, the managers further must measure that strategy's 
effects. The "competitive-edge" model presented in this article provides a 
series of questions to guide the strategic decision-making and 
data-collection process so that managers gain an explicit picture of what 
is happening with their firm, their competitors, and the industry. Equipped 
with the requisite information, managers can develop market and non-market 
strategies by matching internal resources with external opportunities. 
Market-based strategies seek to provide an advantage for the firm over its 
competitors by appealing to specific customer attributes. Non-market 
strategies take into account aspects of the environment not directly 
related to customers, including the actions of government, shareholders, 
and special interest groups. [PUBLICATION ABSTRACT] 



Text: 

By taking the methodical approach to strategic assessment explained here, 
hospitality managers can improve their firm's competitive position. 

The purpose of strategic management research is to help companies find ways 
to improve their performance. Research has shown that industry conditions 
account for approximately 19 percent of a firm's performance, while 
developing a sound competitive strategy is responsible for 32 percent of 
performance results. 1 Thus, improving the ability to craft strategy can be 
valuable. In this article we introduce what we call the "competitive-edge 
model," which provides a framework for managers to engage in systematic 
strategic thinking and decision-making. We believe that hospitality 
managers who think and act strategically can successfully navigate their 
environments . 

The Focus of Strategic Management 

The complete set of strategies pursued by a firm is the result of a complex 
interplay of analyses, decisions, actions, and results. As shown in Exhibit 
1, both market strategies (e.g., the use of a respected brand to attract 
customers) and non-market strategies (e.g., political lobbying) are the 
product of considerable analysis. The formulation of these strategies comes 
after data collection and interpretation regarding the industry and its 
competitors and stakeholders, among other important factors. Having made a 
strategic decision-which represents only the firm's intent to do 
something-managers then must implement the strategy. This typically 
involves taking a series of actions such as allocating resources, changing 
organizational structures and systems, and developing new capabilities. 
Finally, managers must measure the effectiveness of the strategy by 
collecting performance data and using that information to make appropriate 
adjustments to the entire strategic-management process. Clearly, this 



many-step, iterative process can falter or even break down at any point if 
managers are not vigilant and conscientious. 2 

EXHIBIT 1 

The Competitive Edge Model 

Our approach to the strategic decision-making concept that we just 
described is embodied in the competitive-edge model (pictured above). 
First, by using this model, managers may clearly see the big picture, 
including how their firm competes against others and how developments in 
the global economy affect their business. Second, certain portions of the 
model require managers to make predictions. This means that managers must 
develop scenarios concerning the future of their industry-such as how 
customers are likely to behave-and to assess the implications of those 
scenarios for today's plans and actions. Finally, by collecting and 
analyzing relevant data, managers ground their decisions and 
recommendations in reality. Thus, the strategies that emerge from the use 
of the competitive-edge model are credible and feasible-and therefore more 
likely to succeed than are other, less-rigorous strategies. 

The specific questions that guide the decision-making and data-collection 
process are listed in Exhibit 2. As shown, there are 22 questions on which 
the various analyses are based. Gathering information to answer the 
questions is often a time-consuming and difficult process, and the analyst 
may have to dilute or even forgo acquiring some information to keep moving 
forward. However, once the analyses have been conducted, managers usually 
feel that they are experts in their own firms and have become knowledgeable 

about their industry, company resources, competitors, stakeholders, and 
international markets. Armed with this knowledge, managers are in an 
excellent position to make recommendations about what actions their firm 
should take. 

Applying the Competitive-edge Model 

The competitive-edge model, along with the concepts, tools, and data 
required to activate it, provides managers with an explicit picture of what 
is occurring inside and around the firm. Of course, merely using the model 
does not guarantee that a firm will enjoy a competitive advantage. To 
achieve that objective, managers must craft strategies that work. We now 
describe how this process works. 

Industry analysis. When applying our model, the first step is to conduct an 
industry analysis. This helps managers understand how certain external 
factors affect the firm's operations and performance. According to Michael 
Porter, industry analysis must consider the intensity of competitive 
rivalry, the bargaining power of buyers and suppliers, the potential for 
new entrants, and the viability of substitute products or services. 3 
Porter's "Five Forces" model, which has held up for almost 25 years, is 
depicted in Exhibit 3. The five forces are as follows. 



(1) Rivalry. When the intensity of competitive rivalry is high, profits 
suffer. Rivalry is enhanced when industry growth is low, because 
growth-minded companies must steal customers from other firms to meet 
growth objectives. Also, if customers can easily switch among providers, or 
if there is lack of differentiation among providers, firms must compete on 
price to attract customers. The airline industry, for instance, faces all 
three of these problems, and thus it is not surprising that only niche 
airlines such as Southwest and JetBlue enjoy consistent profits. Despite 
the overall weakness in industry profits, prices remain high on some routes 
due to the small number of airlines offering flights in those markets. For 
example, American and Delta are the two major carriers providing direct 
flights between Dallas-Fort Worth and Atlanta. To avoid those carriers on 
such a trip, one could take US Airways and change planes in Charlotte, for 
instance, but that is an undesirable itinerary. Thus, American and Delta 
have been able to keep prices high for Dallas-to-Atlanta flights by 
offering a differentiated service (i.e., direct flights). 

EXHIBIT 3 

(2) Buyer power. When the bargaining power of buyers is high, they can 
demand price concessions from hospitality firms. Buyers have leverage when 
there are low switching costs, when firms offer similar products and 
services (i.e., little differentiation), when there are few buyers, or when 
buyers purchase large volumes. Travel agencies, for example, are typically 
able to negotiate lower prices than can individuals for hotel rooms, 
airline tickets, and cruise tickets because they buy in bulk. By the same 
token, a frequent challenge for a hospitality firm is to decide how much of 
a price concession to offer to obtain a large volume of purchases. In 
addition, many hospitality firms try to neutralize buyers' power by 
creating loyalty programs that reward customers for repeat purchases . Those 
programs reduce the likelihood that customers will switch to a competitor. 
Firms can also reduce buyers' power by differentiating their services from 
competitors ' offerings . 

(3) Supplier power. The bargaining power of suppliers is high when the 
supplying industry is more concentrated (has fewer sources) than are the 
buyers, when few close substitutes exist for the item offered, or when 
there is high product differentiation among suppliers. Fortunately for 
full-service hotels, many key supplies, such as soft goods and food and 
beverages, are provided by industries that have intense competitor rivalry. 
This keeps the prices of those supplies low. When a hotel, in turn, 
provides food and beverages to conventions, the conventioneers are a 
captive set of buyers and thus have virtually no bargaining power. This 
provides an opportunity to generate substantial margins. 

(4) New entrants. The threat of new entrants refers to the prospect that 
new players will enter an industry. New entrants generally lead to an 
erosion of industry profits. For example, the housing boom in the 1990s 
fueled golf-course development in much of the United States as builders 
extracted premium prices for homes situated along golf courses. 4 The result 
was a glut of golf courses, particularly in Sunbelt states, and a 



concomitant plunge in average revenue per round, forcing many courses into 
bankruptcy. The likelihood of new entry is low if an industry has high 
capital requirements, saturated distribution channels, large economies of 
scale, and restrictive government regulations. 

(5) Substitutes. Finally, firms must consider the viability of substitutes. 
For example, despite the government's attempts to soothe travelers' fears, 
the terrorist attacks of September 11, 2001, followed by the buildup to the 
Iraq war, cost hospitality firms greatly. As travelers chose to drive 
instead of fly, petroleum and recreation-vehicle companies received a 
windfall of business at the expense of airlines and hotels. In certain 
short-haul markets, many people now view driving as more desirable than 
flying due to airports' increased security-screening procedures. When close 
substitutes are available, firms must devise ways to make their services 
more attractive than the substitutes. For example, airlines might consider 
offering free airport parking and special rental-car deals to short-haul 
passengers . 

Competitor analysis. How should a firm respond to competitors' actions? In 
most large firms, competitive moves are determined using information 
obtained by competitor-intelligence employees. In conducting their 
analyses, competitor-intelligence professionals might use the concept of 
strategic groups, a conceptual and statistical procedure that classifies 
competitors into groups of firms having similar characteristics. If applied 
to the lodging industry, for example, Super 8 and Motel 6 might be 
classified in one group, whereas Ritz-Carhon and Four Seasons Hotels would 
be in another group. Ritz-Carlton and Four Seasons Hotels are direct 
competitors, continuously monitoring each other's actions while attempting 
to dominate the high end of the business-traveler and vacationer markets. 
Those hotel chains compete only indirectly with Super 8 and Motel 6. To be 
maximally effective, competitive moves need to be focused primarily on 
direct competitors. 

Country analysis. To maintain growth and profitability, firms must 
increasingly determine the international markets that are most receptive to 
their product and service offerings. A host of factors needs to be taken 
into account for a country analysis, and data quality may range from highly 
reliable to unavailable. Nevertheless, a firm such as Starbucks will 
analyze large amounts of economic, cultural, political, and legal data to 
identify its highest-potential markets. The firm must also choose the mode 
by which it will enter a target market (usually through a joint venture 
with an experienced food-service provider). Similarly, The Walt Disney 
Company uses country analysis to identify an appropriate region to locate a 
theme park and to tailor the offering as much as possible to the tastes of 
people in that region. The company's most recent endeavor, a joint venture 
with the government of Hong Kong, is a theme park on Lantau Island. The 
park, scheduled to open in 2005, will be designed according to Disney's 
previous experiences in Los Angeles, Orlando, Paris, and Tokyo-as well as 
on an analysis of the Asian market. 

Stakeholder analysis. Organizations should also direct attention to 
non-market strategies and analyze who key stakeholders are and how they can 
be managed effectively. The goals and plans of even the most-respected 



service and hospitality firms can be scuttled if these analyses are not 
thoroughly conducted. For example, several years before Disney developed 
the Hong Kong theme park, it attempted to locate a park in Manassas, 
Virginia (near Washington, D.C.). However, concerned citizens fought the 
planned park because it would occupy land that had been the site of a Civil 
War battle. Even if Disney had identified and carefully managed its 
relationship with this important stakeholder group, there is no guarantee 
that it would have been successful in obtaining this particular site for 
its theme park. What the example does demonstrate is the often-close 
relationship between market and non-market strategies. Failure to formulate 
and implement one facet of strategy can hurt or even destroy other aspects. 

Legal and regulatory analysis. Hospitality firms must be keenly aware of 
the legal and regulatory environments to compete effectively in today's 
business environment. The Food and Drug Administration (FDA) outlines 
food-temperature and -handling specifications for restaurants. Failure to 
comply can lead to fines and poor publicity that can ultimately undermine 
company performance. For example, several years ago an E. coli outbreak in 
franchised outlets wreaked havoc on Jack in the Box's operations and caused 
severe damage to the chain's image. Had franchisees complied with FDA 
specifications on cooking temperatures. Jack in the Box could have avoided 
that disaster. 5 Other firms may find some laws confining. In such cases, 
lobbying efforts can be undertaken to develop a more beneficial environment 
for the firm. 

Company analysis. One final, important analysis is of the firm itself. 
Unlike the previous analyses, which for the most part are focused on 
external matters, company analysis involves internal factors such as 
resources,, capabilities, and performance. The overall objective of all the 
firm's strategies is to match its internal features and capabilities with 
external conditions, as evidenced by the familiar SWOT analysis (strengths. 



weaknesses, opportunities, and threats). One hospitality company that is 

recognized as being well managed strategically is Marriott International- 
Although its diversification record is by no means perfect, Marriott has 
generally added to and reorganized its businesses in a thoughtful way, 
par-laying its strengths in service management into one of the largest U.S. 

providers of services to businesses, hospitals, and schools. 

Much of the strategic management research throughout the last decade draws 
on a resource-based view of the firm. According to this view, strategic 
resources are critical to company analysis and effective strategy making. 
The strategic resources considered in this approach can be defined as 
hard-to-copy assets and abilities that enable firms to sustain higher 
performance levels than their peers can. 6 For hospitality firms, strategic 
resources typically are intangible assets such as brand-name reputation and 
know-how and exceptional capabilities such as customer-service expertise. 



The ability to identify superior locations can be a key resource in the 
hospitality industry -7 For example, one of Chart House's best-performing 
outlets is located in the Old Town section of Alexandria, Virginia, along 
the Potomac River, This is a prime location because it is in a densely 
populated area that is also a popular tourist stop. Hav-ing the ability to 
identify high-performing locations and properties, along with the financial 
resources to acquire them, can be critically important to a firm's success. 
In the same vein, a firm's privately held knowledge can provide an 
advantage over the competition. Recognizing this, McKinsey and Company 
publishes annually an internal Knowledge Resource Directory that catalogs 
individuals by resource expertise. 8 This internal "yellow pages" helps 
professionals throughout the firm locate specific areas of expertise, 
thereby enabling consultants to respond to clients' needs more quickly. 
Most hospitality firms could benefit by following the McKinsey recipe and 
creating their own catalogs of knowledge providers. In short, the 
resource-based view argues that a firm's long-term success depends on 
management's ability to create and exploit assets such as locations and 
knowledge that other firms cannot easily imitate. 9 

Market and Non-market Strategies Equipped with sufficient answers to 
Exhibit 2's questions, managers can devise or modify their firm's market 
and non-market strategies. Market strategies should rely heavily on 
industry, competitor, country, and company analyses. Specifically, 
strategies should match internal resources with external opportunities and 
may focus on distinct geographies or consumer groups. For example. Super 8 
seeks to appeal to cost-conscious customers, while the Four Seasons 
differentiates itself as a luxury hotel. 10 Both Super 8 and the Four 
Seasons have found their strategies rewarding. In addition, many firms have 
shifted to best-value strategies.il These are hybrid strategies that 
combine features of both cost-based and differentiation strategies. For 
example, Hilton's Hampton Inn chain offers value-added services such as 
in-room coffee makers and frontdesk messages and faxes, and yet its hotels 
do not have restaurants on the premises. Customer acceptance suggests that 
this business model offers an excellent value proposition. 12 

Firms can create markets through the sophisticated use of market strategy, 
as in the case of Amazon.com. By applying a rich blend of psychological and 
statistical analysis to customer-purchase data (i.e., data mining), 
Amazon.com is able to anticipate trends and buying patterns. The company 
uses this ability to send messages to its customers suggesting new or 
related purchases. Thus, Amazon has been able to make sales that probably 
would not have occurred otherwise. 13 We believe that savvy hospitality 
managers can use the same kind of techniques and data to sell meals, 
airline flights, and hotel stays. Last-minute specials provided by some 
hotel chains and airlines via e-mail to self-identified flexible customers 
are a step in this direction. 

Non-market strategies address the concerns of stakeholder groups other than 
customers, such as employees, special-interest groups, shareholders, and 
government. These strategies deserve the same careful attention to analysis 
and implementation that market strategies require. For example, Statbucks 
Corporation has a well-conceived strategy to act as a good corporate 



citizen. Its approach includes sponsorship of literacy, environmental, and 
social-equity programs. 

In some cases, the pursuit of a non-market strategy can enable the pursuit 
of market approaches. For example, several years ago PepsiCo decided to 
restructure its corporate portfolio primarily with its shareholders in 
mind. In a leveraged buyout that involved former high-level PepsiCo 
executives, the firm sold Pizza Hut, Taco Bell, and KFC to Tricon Global 
Restaurants (now Yum Brands). Unshackled from PepsiCo, Yum Brands pursued a 
market strategy of providing multiple brands within the same store (i.e., 
co-location), resulting in improved same-store sales. Yum Brands later 
acquired Long John Silver's and A&W All American Food Restaurants to 
offer more food combinations through co-location. We expect that 
shareholders will benefit from this sequence of market and non-market 
decisions . 

Actions and Performance 

Successful market and non-market strategies require executives to delegate 
responsibility for implementation to a variety of managers. Even 
well-conceived strategies can fall apart at this stage. Because most new 
strategies have cross-functional implications, they therefore have the 
potential for disrupting various areas of the firm. For example, McDonald's 
effort to create a made-to-order hamburger was widely considered to be an 
excellent idea. Unfortunately, the necessary changes in equipment, 
information systems, production, and training proved to be too complex even 
for the world's largest fast-food provider. Because of this and several 
other missteps, McDonald's has recently suffered from poor financial 
performance and markedly lower customer satisfaction . 14 

Current Topics in Strategic Management 

In the remainder of this article we discuss the following promising 
strategy topics currently under investigation: information technology, 
strategic human-resources management, supply-chain management, and 
strategic networks. Not surprisingly, each strategic approach builds on the 
resource-based view of the firm. In keeping with the tenets of this 
perspective, each provides insights into how to c 

reate and sustain a 
competitive advantage. 

(1) Information technology (IT). Wal-Mart and Toys R Us have substantially 
improved their operational performance by aligning IT systems with a 
supportive culture and good supplier relationships . 15 Similarly, most hotel 
chains offer websites that allow customers to make relatively inexpensive 
online reservations. However, such uses of IT should not be seen as a 
"magic bullet" that can slay the competition. Rather, they should be 
regarded as a "strategic necessity "-something that is required to remain 
competitive. 16 On the other hand, Ritz-Carlton has incorporated its IT 
system into the core of its business. Ritz-Carlton ' s worldwide system can 
transmit important customer data quickly to where it is needed to provide 



"anticipatory" customer service. The system can also communicate 
best-practices information throughout the chain's entire global network. 
Lastly, Ritz-Carlton's IT system is the repository of information about 
internal quality control. 17 Used in this way, IT is as much a strategic 
resource as it is an operational tool. 

(2) Human-resources management. Firms have long claimed that better people 
mean better profits. Until recently, however, hard evidence of such a link 
has been absent. Of particular recent interest are "high-performance work 
practices" such as self -managing teams, pay-f or-perf ormance compensation, 
and empowerment programs. Such practices create well-prepared employees who 
are more capable of responding to a variety of challenges than are most 
other employees. One study of 968 large firms in several industries found 
that a one-standard-deviation increase in the use of high-performance work 
practices reduced turnover by 7 percent and enhanced sales by $108,000 per 
employee across a five-year period. 18 Few settings depend as heavily on 
direct contact between employees and customers as the hospitality industry 
does, so the returns from high-performance practices may be even higher for 
hotels and restaurants than the statistics above indicate. Even modest 
human-resources ideas can create big results, American Airlines, fer 
example, instituted an "IdeAAs in AAction" empowerment program that sought 
to incorporate employee feedback into its business processes, After a 
flight attendant noticed that most first-class passengers were not eating 
the olive on their salad; he recommended that the olive be removed, 
resulting in thousands of dollars in annual savings, for the company. In 
general, the objective of strategic human-resources management is to link 
approaches for managing people to business strategies . 19 

(3) Supply-chain management. Hospitality firms often deal repeatedly with 
the same suppliers, such as their preferred food distributor. In the 
supply-chain management relationship, a cooperative philosophy can result 
in long-term competitive advantages. For example, a recent study of a 
Fortune 500 transportation firm revealed that increased "cultural 
competitiveness" in the supply chain reduces the time it takes for orders 
to be filled. 20 Cultural competitiveness is an intangible spirit of 
cooperation that emerges from shared beliefs among supply-chain 
participants about the importance of entrepreneur ship, innovation, and 
learning. The implication is clear-building shared understandings and 
objectives with suppliers can create a smooth, cost-effective operations 
flow. Small hoteliers and restaurant owners have long understood that 



taking the time to get to know the delivery person helps ensure that 
foodstuffs and supplies arrive on time (or even early). The concept of 
cultural competitiveness extends this logic to suggest that suppliers may 
begin to fill orders even before they have been placed. 

(4) Strategic network. A broader concept than the supply chain, networks 
can enhance a firm's performance. 21 A firm's strategic network is its 
existing and potential array of partnerships and alliances with customers, 
suppliers, and competitors. Strategic networks shape a firm's behavior and 
performance by providing information, resources, and access to markets. 



Firms that are densely "connected" simply have more opportunities to form 
useful alliances and win customers. For example, the OneWorld Alliance is 
composed of several airlines that collectively have global breadth. Before 
joining the alliance, airline companies such as Lan Chile had to advertise 
aggressively throughout the world to acquire passenger traffic. Now, other 
carriers regularly feed connecting traffic to Lan Chile, thus increasing 
passenger loads while simultaneously reducing global advertising expenses. 
As a result, Lan Chile can focus its efforts on local markets and 
competitors. In return, other OneWorld carriers receive connecting domestic 
traffic through international gateways, thereby increasing passenger loads 
and revenue. Such links serve as a valuable resource that firms outside the 
network are usually unable to duplicate. 

Gaining access to markets through network membership solves only part of 
the performance puzzle, however. A firm must also devise ways to implement 
knowledge and techniques gleaned from network partners. 22 Specific 
structures devoted to this goal can include training meetings with 
suppliers and customers, manager exchanges between firms, and tying some 
incentives to innovation attempts rather than to outcomes. Not 
surprisingly, firms vary in their ability to participate in networks. Firms 
that have forged numerous alliances in the past, such as Robert Mondavi 
Corporation, have been found to be more productive than have firms with 
little background in alliance building. 23 Therefore, within the hospitality 
realm, hiring an executive with alliance experience or enlisting a 
consultant that specializes in alliance building might be solid 
investments . 

Conclusion 

The main purpose of this article was to introduce and describe the 
competitive-edge model as a means of improving a firm's strategic decision 
making. We hope that the concepts and current topics discussed here lead 
more managers to think strategically about their firms and to develop 
sustainable competitive approaches. 

(C) 2003, CORNELL UNIVERSITY 

EXHIBIE 2 

Key analytical questions for strategy development 
Industry analysis 

* Industry scope: What products or services, types of customers, and 
geographic markets are contained in the industry definition? 

* Industry structure: Which are the main firms in the industry, and what 
are their relationships to each other? 

* Industry evolution: What have been the notable developments in the 
industry, and how is the industry changing? 

* Industry attractiveness: How attractive is the industry, now and in the 



future? 



Competitor analysis 

* Strategic groups: Who are the main competitors in the industry, and can 
they be classified into strategic groups? 

* Firm rivalry: What is the nature of competition within and across 
strategic groups? 

* Future competition: How are firms in each of the, strategic groups likely 
to compete in the future? 

Country analysis 

* Market evaluation: What is the expected demand for the firm's products 

and services in the targeted international market? 

* Risk assessment: What are the risks (type and severity) associated with 
the venture? 

* Market-entry mode: How should the market be entered? 
Stakeholder analysis 

* Stakeholder identification: Who are the firm's primary and secondary 
stakeholders? 

* Stakeholder expectations: What are the expectations of each stakeholder 
group? 

* Stakeholder mapping: What are the existing and potential relationships 
among stakeholders that could affect the firm? 

Legal and regulatory analysis 

* Legal and regulatory environment: What are the principal legal and 
regulatory constraints faced by the firm? 

* Scenario analysis: How might legal and regulatory factors change in the 
future, and what opportunities might result? 

Company analysis 

* Market position: What is the company's position in its industry? 

* Strategy gap: What is the company's existing strategy for competing in 
the industry? Are company resources and capabilities well positioned to 
capitalize on opportunities? 

* Organization: How well is the company organized and managed to pursue its 
strategy? 

* Company performance: What has been the company's performance in recent 



years? What explains this performance? How does the company's performance 
compare to competitors? 



When close substitutes are available, firms must devise ways to make their 
services more attractive than the substitutes . 

Market strategies should rely heavily on industry, competitor, country, and 
company analyses . 

Strategic resources typically are intangible assets such as brand-name 
reputation and know-how, and exceptional capabilities such as 
customer-service expertise. 

Building shared understandings and objectives with suppliers can create a 
smooth, cost-ef f ictivi operations flow. 
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